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The Battle Over Price Control 


The demand for abolition of price controls has attained great proportions. It is a highly controversial 
issue. What are the factors involved? 


As opponents of continued price controls see the matter, 
price ceilings are hampering production, whereas the real 
corrective of inflationary tendencies is a flood of goods 
that will absorb the relative excess of purchasing power. 
Not business interests alone, but some economists oppose 
the extension of wartime controls as likely to cripple the 
postwar economy. On the other hand OPA officials, with 
the backing of other economists, contend that to abandon 
defense of the price line now would be disastrous. This 
year, they hold, is the most crucial of all in the fight 
against inflation. The pressures are greater than ever, 
they say, and ending price controls to get production is 
like committing suicide to cure a headache. 

This divergence of opinion set the stage for the battle 
now in progress before the House Banking and Currency 
Committee over the extension of OPA. 

Price control, as the advocates of its continuance see it, 
is more than a war measure. It is a measure designed 
for an economic emergency. And the decision as to the 
necessity for continued controls must depend on whether 
the emergency is still with us. A good part of the World 
War I inflation, when prices were practically uncontrolled, 
took place after hostilities had ended. On top of a 102 
per cent rise in prices during the war, prices continued 
up another 46 per cent after the fighting had stopped. 
They reached their peak in May, 1920, when they began 
a long decline that led to the 1921 depression. The Office 
of War Mobilization and Reconversion in its Fifth Report 
early this year alleged that all the underlying causes that 
brought about inflation 25 years ago are with us again 
in accentuated form. 


Inflationary Pressures Still Strong 

There is still a serious shortage of goods in most con- 
sumer lines. Hard goods such as automobiles, refrigera- 
tors, and washing machines are not expected to appear 
in volume for some months. Clothing and apparel sup- 
plies in relation to demand are lower than ever. Even 
food, which overall is in good supply relative to domestic 
demand, is characterized by abundance in few items and 
shortages in many lines such as grains, meat, sugar, fats 
and oils. And there is money enough to bid for scarce 
goods. Individual incomes for this year may run close 
to $130 billion. Savings are up $145 billion since Sep- 
tember, 1939. Adding past savings to this should bring 
potential spending power to around $300 billion. We 
can measure the inflation potential in an uncontrolled 


economy by stacking the $300 billion against estimates 
of about $110 billion of goods this year to spend it on. 

Fear that real inflation is coming is a factor in boosting 
prices. This is potentially probably the most dangerous 
single feature of this period. Certain manufacturers are 
aggravating shortages and postponing the day when con- 
trols can be lifted by holding scarce goods off the market 
in anticipation of higher prices. Purchasing agents, bid- 
ding against each other for scarce materials, find sup- 
pliers reluctant to sell at ceiling prices. “Escalator 
clauses” in contracts for future delivery of materials pro- 
vide for higher prices in the event price ceilings are gone 
when delivery date arrives. 

In an “inflation-minded” economy here is what hap- 
pens: Manufacturers begin to bid against each other for 
limited supplies of raw materials. Fearing that prices 
will be higher next month, they place orders with other 
suppliers to get as much material as they can before prices 
change. In addition, since not all orders can be filled in 
time, they may place advance orders for two or three 
times the material they need. The scrambling for sup- 
plies keeps pushing industrial prices up and retail prices 
keep abreast of industrial costs. 

But wages—and purchasing power—are notorious lag- 
gers in the race against prices. Inevitably, people stop 
buying because they can no longer meet market prices 
with their proportionately lower incomes. When buying 
falls off, retailers start a reverse chain of order cancel- 
lations that reaches as far back as the primary supplier 
of raw materials. Industry, faced with smaller orders, 
lays off help and starts cutting prices. That is how de- 
pressions come about. 


New Wage-Price Policy and Inflation Psychology 


One of the big surprises of the reconversion period has 
been the small amount of unemployment and the strong 
upward pressure of wages. When VJ-Day came, some 
high government officials thought that although inflation- 
ary dangers were great there might be an initial period of 
deflation from which, if it became serious, the economy 
might not be able to rebound. They reasoned that as 
government contracts were terminated, millions would be 
thrown out of work. This pool of unemployed would be 
swelled, it was thought, by millions of returning service- 
men who would be unable to find employment in a recon- 
verting economy not yet ready to rehire. In addition, 
the elimination of overtime and the downgrading of work- 
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ers were expected to cut further into the take-home pay 
of those still employed. It was felt that something had 
to be done to sustain purchasing power until industry was 
over the physical job of getting back to civilian produc- 
tion and ready to hire again. 

In this effort to prop purchasing power while keeping 
prices steady to guard against the dangers of long-run 
inflation, the simple solution appeared to be to remove 
all obstacles to wage increases so long as they didn’t in- 
volve price increases. In October, 1945, the President 
announced a postwar wage-price policy. Any wage in- 
crease was permissible, but if the employer intended to 
ask for higher prices to cover his higher wage payments 
he had to wait six months. There were exceptions to 
this rule—price relief could be had immediately if (1) 
the wage increase was being made to bring wages up to 
33 per cent higher than January 1, 1941 (the amount 
by which the cost-of-living had increased since that date), 
(2) a wage increase was necessary to correct gross in- 
equities in wage rates between related plants, industries, 
or job classifications, or (3) wage increases were neces- 
sary for a number of miscellaneous reasons, such as to 
correct substandards of living, to pay for vacations, shift 
differentials, etc. Few industries, however, had wage 
problems in these three excepted areas. Mostly, acceding 
to wage requests meant waiting for six months before 
getting consideration for higher prices. And there was 
no guarantee that at the end of the six month period they 
would get higher ceilings. 

Government economists were generally wrong. Un- 
employment has been and is at a low figure. Layoffs 
after VJ-Day were hardly felt. This was due to a com- 
bination of circumstances. Some producers were ready 
to begin civilian production the day after war work was 
ended. Others found it convenient to keep their employes 
around during the reconversion period. The fact that 
payrolls were being partly financed by Uncle Sam, who 
would otherwise get the money as excess profits taxes, 
had no little to do with it. On the whole, industry did a 
remarkable job of getting back to civilian production. 

Wage pressures upward have been strong. Wage- 
price policy worked reasonably well; about six million 
workers have at this writing received wage increases since 
VJ-Day while wholesale and retail prices held very close 
to their VJ-Day levels. But it broke down in the vitally 
important areas—automobiles, electrical equipment, and 
steel to mention only a few. The steel situation was the 
most serious. A long-drawn-out steel strike promised to 
be disastrous. It cut across all industries and would 
have stopped production in autos, refrigerators, washing 
machines, etc., if allowed to go on. Every government 
effort was bent toward ending the steel deadlock. 


But the steel dispute could not be settled under wage- 
price policy that permitted wage increases only within 
the framework of stable prices. The steel industry 
wouldn’t go along. It held that it was entitled to price 
increases irrespective of a new wage increase. OPA, as 
far back as last September, was ready to grant price 
boosts averaging approximately $2.50 a ton. Industry 
leaders thought $2.50 was too little. They balked even 
more when faced with the prospect of paying substantially 
higher wages and getting no more than $2.50 a ton in 
return. A $2.50 a ton price increase couldn’t break the 
deadlock. Something more than that figure would be 
necessary to buy industrial peace. But to grant that 
would mean a breach of wage-price policy. The Ad- 
ministration could never, it was argued behind the scenes, 


get away with giving favored treatment to one industry, 
Others would be demanding their due. It would take g 
new approach. 

To meet this situation the new wage-price policy was 
evolved. It permits a company to grant a wage increase 
consistent with the general pattern of upward adjustments 
made since August 18, 1945, by the rest of the industry 
or in a local labor market area and to use that added 
wage cost as the basis for requesting immediate price 
relief. Wage adjustments since VJ-Day range from 15 
per cent to 20 per cent. This means probably that in- 
creases from now on will follow that pattern and that 
will be given considera- 
ion by immediately. e six-month waitin i 
rule has been 

The new wage-price policy also sets up standards for 
OPA’s guidance in considering the new higher payroll 
costs. The price agency is bound to give a price increase 
only if overall profits of the company or the industry pro- 
jected bed the next — months will be less than cor- 
responding average yearly profits during the period 1936 
through 1939, computed on the basis a net am, It is 
significant that two tight-fisted, anti-inflation advocates 
—Chester Bowles, new head of OES, and Paul Porter, 
new chief of OPA—have been given practically overall 
powers over wages and prices. On its face, therefore, 
new wage-price policy must mean that although prices are 
bound to go up, industry profits will be squeezed more 
than during the war period. 


Prices and Profits 


Prices and profits cannot be dissociated—the level of 
prices determines the size of profits. The first thing to 
remember is that added wage costs will not inevitably 
mean higher prices. In fact, in most cases prices may well 
be left undisturbed. That is because OPA is bound to 
increase prices only when projected profits, taking in 
added wage costs, will not come up to prewar levels. 
Most industries are well above prewar levels and, it is 
probably safe to say, have plenty of profit room for ab- 
sorbing higher wage costs. Some, like steel, are already 
ticketed for price relief. Steel gets an average increase 
of about $5 per ton. Other metal-using industries in 
which added labor costs heaped on to higher steel costs 
will increase total costs substantially are likewise due 
for price increases. But in most areas significant in re- 
lation to the cost of living, prices are not expected to 
move much. Probably most rents will stay as they are. 
Clothing may move up slightly ; wage and price increases 
have already been made in a large portion of this area. 
Food may go up a bit, too, because farm prices are tied 
to prices for other things by the parity formula. But 
OPA has a policy of compelling wholesalers and retailers 
to absorb suppliers’ increases out of profits, and retail 
prices presumably will be stabilized to that extent. Expert 
estimates place the increase in cost of living by the end 
of the year at ten per cent, with Chester Bowles dissent- 
ing and offering his own guess of not more than five 
per cent. 

In this situation profits may be expected to go down 
as prices go up. That is because costs will rise more 
than prices. Industries whose profits rose during the 
war to meteoric heights—at a time when wage rates by 
government fiat were fairly stationary—will now feel the 
brunt of higher costs, with no price relief. Tending fur- 
ther to squeeze profits is the fact that OPA always con- 
siders profits before taxes. This is on the theory that 


tic 
an 
ri¢ 
in 
th 
co 
ar 
be 
sc 
a 

al 
re 
W 
$. 
tl 


incr 
time 
indt 
| por: 
} Tha 
befe 
tha: 
adv 
| ape 
 plis 
Bo 
Cor 
hot 
| anc 
cos 
fac 
| 2 
in 
O] 
| ho 
su! 
| 
| 
f 
{ 
XUM 


ake 


y Was 
crease 
ments 
lus 

added 
Price 
m 15 
at in- 
| that 
idera- 
eriod 


Is for 
ayroll 
crease 
pro- 
1 cor- 

1936 

It is 
cates 
orter, 
verall 
efore, 
eS are 
more 


vel of 
ng to 
itably 
y well 
nd to 
ng in 
levels, 
it is 
ab- 
ready 
es in 
costs 
» due 
in re- 
ed to 
y are, 
reases 
area. 
tied 

But 
ailers 
retail 
xpert 
end 
ssent- 
1 five 


down 


more 
x the 
es by 
the 
fur- 
con- 
that 


increasing prices when profits after taxes are below peace- 
time levels would amount to having the consumer foot 
industry’s tax bill in the form of higher prices. But cor- 

ration income taxes now are much higher than prewar. 
That means lower “take-home-profits” even when profits 
before taxes equal prewar profits before taxes. 


Rent Controls 


OPA’s controls over rents have been more successful 
than the agency’s efforts in any other field. Rents have 
advanced less than one per cent since May, 1943. It 
appears further that this tight program has been accom- 
plished without great hardship on landlords. Chester 
Bowles reported to the House Banking and Currency 
Committee that a survey of apartment house and small 
house operations in 36 cities showed gains of 38 per cent 
and 39 per cent respectively in net operating incomes, 
comparing 1944 with 1939. In the same period, living 
costs advanced only 28.8 per cent. The gain in land- 
lords’ net operating income was accounted for by the 
fact that operating expenses remained almost stable, 
while a drop from eight per cent to less than one per cent 
in vacancies sharply increased operating income. Of all 
OPA powers, this appears least likely to be clipped. The 
housing shortage is worse than ever, and inflationary pres- 
sures are stronger than ever. 


Price Controls 


OPA’s authority is defined in the price control legisla- 
tion which enables it to fix prices that are “generally fair 
and equitable.” This phrase is obviously subject to va- 
ried interpretations. OPA has taken it to mean that ceil- 
ing prices for an industry must be designed to yield to 
that industry on its operations as a whole at least its 
average 1936-1939 profits before income taxes. This is 
commonly called the “industry earnings standard.” When 
an industry goes below that level of profits, its prices must 
be raised. This does not mean that ceilings must be set 
so that every seller in the industry will be able to make 
a profit regardless of his individual efficiency. For ex- 
ample, OPA may find that $5 a ton is a price that will 
return on the whole to the industry a profit equal to pre- 
war profits. But X Company may have total costs of 
$5.10. This means that X Company will lose money at 
the $5 ceiling. 

Most complaints by business stem from this overall 
“earnings standard.” For example, take an industry that 
makes more than one product. Assume that article A 
is very profitable, and article B is a break-even item. 
Assume further that overall profits in toto for the in- 
dustry compare favorably with prewar earnings. OPA 
would not raise ceilings on article B. As a result, the 
industry stops producing article B and concentrates on 
article A. In an economy characterized by shortages of 
materials, there is further inducement to spend all pos- 
sible supplies in the production of profitable goods. There 
is little likelihood that OPA will cut back the price of 
article A to cut down its attractiveness to the industry. 

This policy of considering overall profits as the test 
of the fairness of a price has undoubtedly led to shortages 
of goods that would otherwise have been produced. But 
it is estimated to have saved untold billions in terms of 
consumer prices and in terms of prices the government 
would have had to pay for the things it needed to wage 
war. It saved the economy from spiralling of prices 
and cut down the cost of war. Its legality has been con- 
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firmed by the courts as a valid interpretation of the price- 
control legislation. 

Has it hurt business profits? Every survey, poll, and 
study shows business, on the whole, to be in better shape 
than it has ever been before. Corporation profits for 
1944, both before and after taxes topped all previous rec- 
ords. Before taxes they totaled about 24.8 billions. After 
taxes they totaled about ten billions. Compare this with 
comparable figures for 1939, of 5.3 billions and 4 billions 
respectively and for 1929, of 9.3 billions and 8.1 billions. 
Figures are not yet available for 1945 because of tax 
adjustments. Indications are that profits will fall below 
those for 1944 but will far exceed profits for any year 
before 1943. Breaking the figures down, we find that 
industrial profits were up an average of 450 per cent over 
prewar profits. Wholesale and retail profits are also far 
above peacetime earnings. 

This does not mean that OPA created prosperity. The 
enormous amount of spending generated by the war did 
that. But the figures do show that business profits on 
the whole have not been hard hit as a result of price con- 
trols. Business prosperity may well last for several more 
years. In 1946, with excess profits taxes non-existent 
and civilian production due to climb to record figures, 
profits after taxes may exceed those of any previous year. 

But this interim change-over period is disturbing. 
Business costs will rise under less flexible ceiling prices. 
In addition, reconverting industries are experiencing all 
sorts of setbacks on the road hack to capacity output. 
When OPA set reconversion prices for automobiles, re- 
frigerators, and vacuum cleaners it set them at close to 
1942 levels. There was little doubt that the auto pro- 
ducers would lose money on every car sold until volume 
production was reached. It can cost thousands to make a 
sample and only $750 to produce the same article under 
conditions of capacity output. But OPA set prices for 
the long run, expecting loss operations in the reconversion 
industries to turn to profits as volume picks up. Labor 
troubles and shortages of materials and parts have post- 
poned the day of capacity output, and reconverting in- 
dustries—notably the auto manufacturers—are still sell- 
ing their output below cost. Further, many vitally needed 
items are not being produced in sufficient quantities. OPA 
ceiling prices are being blamed for shortages in cotton 
goods, lumber, automobile parts, etc. It should be re- 
membered, however, that shortages can be attributed more 
largely to the lack of materials and manpower than to 
restrictive ceilings. Of course, output can always be 
upped by raising ceilings. But it would take price boosts 
out of all proportion to costs and values to achieve desired 
output. 

During this interim period when business sentiment for 
OPA is at a low ebb, price control legislation comes up 
for renewal. There is the possibility that Congress may 
take this subnormal period as the true test of what is in 
store for the country if price controls are continued as is. 
As in past years there is almost sure to be an effort to 
discontinue price control altogether. What is likely to 
gain sizeable congressional support is a liberalization of 
price controls. Proposals are expected in this area aimed 
at ceilings based on cost-plus pricing for all sellers. 
Others may be aimed at knocking out OPA’s “industry 
earnings” standard—to compel the agency to price each 
item, standing alone, without regard to overall industry 
earnings. The passage of either type of “liberalization” 
would be regarded by many students of the matter as 
dangerous. To be sure, the new wage-price policy, on 
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paper, is tough on business profits, and both Bowles and 
Porter have made no secret of their intention to adminis- 
ter the policy strictly. That means a further squeeze on 
profits and a worsening, by June, of OPA’s position with 
the business community. 


Subsidies are an integral part of the stabilization pro- 
gram, and, unless renewed, expire with the price control 
legislation on June 30. Wartime subsidies can best be 
described as payments by the government in lieu of price 
increases to consumers. During the war they had a dual 
purpose: (1) to protect the public and (2) to keep war 
costs down on government purchases of needed supplies. 
Now that the war has ended, the only reason for continu- 
ation is to prevent prices from going up until inflationary 
pressures abate. 

Last fall, with food production up 27 per cent above 
prewar levels and with a reduction in military demand, it 
was expected that prices would soften in a number of 
food items. Stabilization agencies thought then that it 
would be possible to eliminate subsidies slowly, permit 
prices to go up in the subsidized lines, and still come out 
even on overall living costs, with falling prices balancing 
the increases. On that premise, a subsidy withdrawal 
timetable was announced last November which provided 
for the orderly dissolution of most programs by June 30 
of this year. And, in fact, several programs were ter- 
minated. 

But continuing inflationary pressures were felt in this 
area too. The public has been buying more food than 
anticipated and substantial quantities have been required 
for war relief. Demand has been such that food prices 
are at their ceilings in most cases, causing grave appre- 
hension as to removal of subsidies at this time. Stabili- 
zation officials estimate that food prices overall would 
rise by more than eight per cent if subsidies were with- 
drawn. This is in sharp contrast to the earlier expecta- 
tion that overall prices would remain stable. Such an 
increase in food prices would have a substantial effect on 
the cost of living—food accounts for 40 per cent of family 
living cost—and might generate a new series of wage de- 
mands. Recognizing this danger, all stabilization agen- 
cies have asked for continued authority to subsidize be- 
yond June 30. 

Farm groups are almost solidly against the continuance 
of the special wartime subsidies. They argue, and with 
reason, for subsidy dissolution now while the price pres- 
sure is upward. They say that if we wait until prices 
start to drop off before ending subsidies, it will be too late 
to raise prices to make up the difference. The choice 
seems to be between opening the door to inflation now 
by dropping subsidies, and retaining them and running 
the risk of harming the farmer later. There is the pos- 
sibility that if handled right, subsidies can be continued 
with a minimum of hardship to the farmer. The price 
picture is being watched very closely by OPA. At any 
sign of weakening in prices—and soft spots may develop 
later this year—a subsidy withdrawal and price increase 
will probably be initiated. Complete dissolution might 
be accomplished by progressive steps over a period of 
time, taking advantage of every opportunity for removal 
without dangerous living cost increases. Stabilization 
officials have promised to follow that program, and may 
get renewed subsidy authority as a result. 

Subsidies are not limited to food. A very important 
metals production program during the war was known 


Printed = U.8.A, 


as the Premium Price Plan, which paid higher-than- 
market prices in order to get increased production of 
zinc, lead, and copper. Ceiling prices for the three metals 
are 8%4c, 6c, and 12c per pound respectively. But that 
price did not result in the mining of all the metal needed 
for our war machine. Domestic mines therefore received 
from RFC’s Metals Reserve Company substantially more 
than ceilings for quantities of the three metals they could! 


not produce at ceilings—up to 8Y%c more for zine, 4%4c. 


more for lead, and 13c more for copper. Thus marginal 
ore was worked that would not have been used, while? 
prices to the consumer were left unchanged. This pro- 
gram, too, expires June 30. But the marginal metal is 


still needed. Supplies of copper, lead, and zinc appear | 


to be as tight now as they ever were. The alternative to 


paying subsidies is to increase ceilings up to the level of | 
the subsidy payments. But that would give producers a 
windfall on those quantities of the three metals that can — 


be mined profitably. 


Decontrol Now Under Way 


A program of selective decontrol already is being car- 
ried out by OPA under Office of Economic Stabilization 
Order 68. In the main, the order contemplates the re- 
moval of ceilings when the supply of any product comes 
into balance with demand or if continued control takes 
more trouble than it is worth. Several hundred ceilings 
have already been dropped, most of them on minor items, 
some of them on important commodities. The decontrol 
program gained rapid momentum after VJ-Day, but 
under the impact of continued inflationary pressures has 
been slowed down recently. Nevertheless, it was sub- 
stantial enough to eliminate items estimated to account 
for 5% billions in sales annually. 

Obviously, the ultimate answer to inflation is more pro- 
duction. OPA is conducting a rearguard action to hold 
prices as stable as possible until production gets into high 
gear. Chester Bowles, in his testimony before the House 
Banking and Currency Committee last month thought 
that all controls, except rents, could be ended by June 
30, 1947. It looks now as if Congress will extend price 
legislation. The big question is whether it will be extended 
in its present tight form. 


A Catholic View of Wage- Price Policy 


In its issue of March 9 the Catholic journal America 
editorializes on the new wage-price policy promulgated by 
the President. It expresses the opinion that the general 
public, “angry over hoarding of shirts and shorts and 
hose” and “bitter over black market gouging” was the 
chief factor in stiffening Administrative policy. Noting 
the opposition offered by the AFL, the CIO and the 
National Association of Manufacturers, America says: 
“The spokesmen for labor and management are under- 
standably opposed to continued restrictions on collective 
bargaining. Organized labor has no more stomach for a 
ceiling on wages than industry has for controls over 
prices and, by inference, limitations on profits. What 
these gentlemen do not sufficiently appreciate is that col- 
lective bargaining, within the price limits determined by 
the government’s reconversion policy, has been tried and 
found wanting.” This advice is offered: “Instead of berat- 
ing President Truman, the leaders of labor and manage- 
ment would be well advised to retire for a few weeks to 
some secluded spot and there reflect on the necessity of 
self-discipline in a democratic society.” 
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